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' German Government having, in accordance with Article 119 of the Young Plan, applied in a letter annexed to this 
k for International Settlements on November 19, 1931, for the convocation of the Special Advisory Committee, and havi 
hat ‘ they had come to the conclusion in good faith that Germany’ s exchange and economic life might be seriously en: 
ler in part or in full of the postponable proportion of annuities,” the Board of the Bank convened the Committee in acco 
45 of its Statutes. 
n ordinary members of the Committee were nominated under Article 127 of the Young Plan as follows :— 


or ALBERTO BENEDUCE, Dr. Cart MELCHIOR, 
by the Governor of = Banca d'Italia. by the President of the Reichsbank. 
ieur EMILE FRancq Mr. Daisuke Nonara, 

the Governor of ‘the Banque Nationale de Belgique. by the Governor of the Bank of Japan. 

ALTER T. LayTON, Professor CHARLES Rist, 
by the Governor of the Bank of England. by the Governor of the Banque de France. 
Dr. Wattzr W. StTewakt, 
by the Governor of the Federal Reserve Bank of New York. 


® ordinary members held a meeting on December 7th at the Bank for International Settlements, at which Signor Beneduce was 
ee ped Chairman. a members availed themselves, under Article 129 of the Young Plan, of the privilege of co-opting 
g four itional mem _ 


a Dr. R. G. Bindschedler. Dr. Diouritch. 
Mr. H. Colijn. Mr. Oscar Rydbeck. 

i fo Committee met for the first time at the Bank for International Settlements on December 8th, and held plenary sessions 
member 9th to December 23rd, and various sub-committees were set up, and their reports will be found as annexes to this 
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Beis hse pn, mired, om, le ere eae cpio wih fererig 
aments concerned, and to the Bank for International Settlements for their information 

C nittee desires to express its gratitude for the very full information thus afforded, and its appreciation of the manner in which 
was compiled and presented. The Committee has utilised this material, much of which is similar in content to the statistics 
ges SN Sn Pe ey ee ere tt oer eee 


also wishes to express its thanks to the Bank for International Settlements for placing at ite disposal the secretariat 
igs eppreciation of the admirable manner in which the latter hes executed difficult and exacting tasks which it hes been called 


CHAPTER I. 


1. Present Situation. ! German banking system, strained the reserve and credit 
neces in which we have been called together position of the Reichsbank to the uttermost, _ ‘ae in 


il known that no lengthy recapitulation of events | Order to protect the currency, it was n 
- The world peg ‘which started over oe measures of exchange ae oe accentuated 
>, gradually gathered force, until it broke in already serious restriction in volume of economic 
at tea Hauakese , activity. The pressure upon the whole structure of Ger- 
: many culminated in the Emergency Decree of December 
has been shaken by that crisis, but its Sth, 1981, which includes measures without parallel in 
hy, as well as in some other countries of modern legislation. The following paragraphs sketch in 
D Bd Bastern Hrurope, were devastating. Sweeping brief outline the situation which these developments have 
| of foreign credits led to the crippling of the created in Germany to-day. 


Pesaran a7 
rs 


~~ Da ee 





= Seen 


eee 


2. Foreign Debt. 


Germany was peculiarly susceptible to the credit crisis 
by reason of the large amount of her short-term foreign 
liabilities. In the first seven months of 1981 Rm. 2.9 
milliards of short-term credits were withdrawn, principally 
in June and July. A census taken by the German Govern- 
ment of the amount of foreign capital in Germany as on 
July 28th shows that the total commercial debt, and in 
particular the amount lent on short term, was even larger 
than was indicated in the available figures which were sub- 
mitted to the Bankers’ Committee early in August last. 
This census indicates that the total of advances repayable 
by Germany at short term outstanding at the end of July 
amounted to nearly Rm. 12 milliards. But this figure of 
Rm. 12 milliards includes nearly Rm. 4 milliards of non- 
banking credits, which, in all probability, are not so likely 
to be withdrawn to the same extent as banking advances, 
and to a considerable extent are set off by direct counter 
assets. The Standstill Agreement, under which the bank- 
ing creditors of Germany undertook not to call in their 
credits for six months as from September Ist, applies to 
rather more than half of the Rm. 12 milliards. 


The Standstill Agreement, however, permitted the re- 
payment of certain credits, and, under these provisions, 
sums estimated at Rm. 1,200 millions have been with- 
drawn during the period ending November 30th. 


3. Trade Balance. 


Some set-off for the recent withdrawals has been found 
in the fact that they have coincided with a growing export 
surplus, which began at the end of 1929. The figures are 
as follows :— 


(In millions of Rm.) 
Surplus of 
Imports. Exports. Imports. Exports. 
1,051 959 92 ~ 
866 1,003 


794 
827 
803 
835 
879 
749 267 


The recent heavy export surplus is in part the result of 
certain abnormal factors, and it is doubtful if economic 
conditions will permit it to continue at the same high level. 
Exports have been maintained, partly because the need for 
cash has put pressure on manufacturers to sell off stocks, 
in many cases at a loss, while some exceptional sales have 
been made to Great Britain in anticipation of tariffs. 
Imports have been reduced, because unemployment, lower 
wages and high taxation have reduced the consuming 
power of the country, and, therefore, the demand for im- 
ports of consumable commodities. The general reduction 
of industrial activity has curtailed the demand for imports 
of raw and semi-finished material, and in any case the 
sharp reversal in the flow of foreign credit handicaps pur- 
chases abroad. The surplus has, moreover, been increased 
by the fact that, up to now, the world price level of the 
type of goods imported into Germany, viz., raw materials, 
foodstuffs, etc., has fallen much more than that of the 


type of goods exported by Germany, viz., finished 
. products. 


But it is impossible to disregard the existence of power- 
ful general factors adverse to the continuance of this 
favourable development. Tariffs, exchange control mea- 
sures in other countries, import restrictions and contin- 
gents, together with the enhanced competition which Ger- 
many is likely to meet through the depreciation of sterling 
and other currencies, all tend to hamper German exports; 
on the import side, it will be necessary for Germany to 
replenish her stocks of raw materials, and to purchase food 
from abroad. 


Monthly average, 1925-29 
Monthly average, 1930 ... 
Monthly average, January- 


In any case, the surplus represented by the above figures 
has not become immediately available to Germany in the 
form of foreign exchange which can be utilised to repay 
debts. In view of the prevailing lack of confidence there 
has been an increasing tendency to call upon Germany to 
pay cash for her imports, while she has had to give ex- 
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tended credits for her exports. In 

exports to Russia, which are running at about Rm. = 
lions a month, on the average of the four 80 mi 
been made on very long credit terms. On ean 
even exporters have been able, in spite of the legal oa 


tions, to keep abroad part of the forei xchange 
from exports. i: 


4. The Balance of Payments, 


Taking the year as a whole, the extent of the 
capital which Germany has to meet by means of herer, 
surplus (disregarding the qualification explained in : 
preceding paragraph), together with such other re 
as have been available to her, is indicated by the follow; 
rough balance sheet for the year 1931: 

(In millions of Rm.) 

rt lus for year i 
geo inc wiles Reparation up to June ” 
services and deliveries Interest and normal 
in kind) amortisation on Ger. 
= of foreign assets many’s foreign liabili- 

oO rman i i 

ae banks ties (estimated) 
credits (includi Balance 
capital wi 


3,000 
1,300 


that 
from Central and 
the Bank for Inter- 
national Settlements)... 
Drawn from gold, &c., 
reserve of the Reichs- 


An examination of the above table, which can obviox 
be only an estimate, as will be seen from the Report of th 
Sub-Committee, shows how great a part of Germany’ 
income from the surplus of exports has been absorbed by 
the amounts required for the interest and normal amorti 
tion of her foreign liabilities, and for reparation payment 
before the Hoover Plan. The withdrawal of capital, be 
sides exercising considerable pressure on the balance o 
trade, as already described, forced Germany to have r 
course, not only to the reserves held against their foreign 
liabilities by the German private banks, but also to i 
crease such credits as were commercially available by t 
rediscount of credits granted to the Reichsbank and Gold 
diskontbank. This did not obviate heavy sales of old 
and the striking feature of this balance sheet is the dni 
which the withdrawal of capital has placed upon the 
reserve of the Reichsbank, which has profoundly inh 
enced the policy of the latter. 


5. The Reichsbank. 


The Reichsbank reserve, which stood at Rm. 2,68 
millions at the end of 1930, and even at Rm. 2,5% 
millions at the beginning of June, 1931, had fallen 
Rm. 1,610 millions on July 31, 1931. Of this last amount, 
however, it owed at short term Rm. 630 millions in respect 
of the rediscount credits granted to it by the Bank tor 
International Settlements and the Central Banks and t 
the Golddiskontbank by an American banking consortium. 
In order to ensure that the necessary foreign excnany 
should be available to meet the service of Germany 8 ™ 
term debt, for such repayment of short-term credits 
permissible under the Standstill arrangements, ny 
imports necessary to Germany, the Reichsbank P 
forced to take or recommend a series of eT - 
creasing stringency, in order to limit to the grea rh 
sible extent the other calls for foreign exc , 
might be made upon it. Nevertheless, the re s 
fallen still further, until on December 15th 1 ‘ions 
more than Rm. 1,161 millions, of which Rm. — e 
represent the amounts due under the 
referred to above. 


i thus fa! 
The percen cover for the note issue has 
to 95.6 per or, or, if the Rm. 630 millions be excluded, 
to 11.7 per cent. The note circulation ! with 
approximately Rm. 4.6 milliards, which mpi oft 
figure of Rm. 4.3 milliards @ year ago. a ell 
reduction of business activity in the pre se of 
of certain measures taken to economise 
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the present note circulation is high ; this may be 
oe’, to a decrease in the velocity of circulation and 
= certaid tendency on the part of the public to hoard 


‘p important change in the situation is revealed by an 
a tion of the volume of bills now held by the Reichs- 
and the private banks respectively. Before the crisis, 
ion of gold and foreign exchange to the total 
ra issue fluctuated around 60 per cent. e.g., on April 80, 
al the Reichsbank held gold and exchange reserves of 
by 9,526 millions, and domestic bills of Rm. 1,520 
ps, against a total note issue of Rm. 4,840 millions, 
sg per cent. of the note issue was covered by gold and 
in exchange. At the same date the credit banks held 
iy Rm. 2,900 millions of domestic bills, representi 
inmediately liquid asset which the credit banks held as 
werve against their deposit liabilities. 


fhe heavy withdrawal of deposits from the credit banks 
ag the crisis, whether by external or internal credi- 
, induced the banks to seek assistance from the 
bank, by discounting such material as they had 
ble, and in addition creating (to some extent with 
wsistance of the Acceptance and Guarantee Bank) 
ther material for discounting with the Reichsbank. The 
et has thus, to a considerable degree, extended its own 
dit in substitution for the deposits and other credits, 
tich have been withdrawn from the credit banks as well 
fom the savings banks. As a result, the domestic bill 
fing of the Reichsbank on December 15th amounted 
Rm. 4,213 millions (including Rm. 542 millions of bills 
wide against credits granted to the Reichsbank as 
ged to above), while that of the credit banks on 
goer 31st (the last available date) had fallen to 
1,792 millions. In these circumstances we hesitate 
apress an opinion on the advisability of the recent 
tion in the Reichsbank rate. 


' 


6. Production and Employment. 


hh order as far as possible to protect the external 
he reichsmark exchange and the export market 
many has pursued a deliberate policy of stringent 
tharp reduction of the level of wages and prices. The 
afigure of wholesale prices fell from 140 in November, 
§, © 106 in November, 1931, and prices are further to 
duced under the Emergency Decree of December 8th, 
t wages are reduced under that Decree to approxi- 
the level prevailing at the beginning of 1927. 
Taking 1928 as 100, the index of industrial production 
re to 101 in 1929, fell to 86 in 1980, and for September, 
Hil (the latest figure available) it had fallen to 66—in 
words, one-third of the industrial life of Germany 
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ual atrophy of industrial and commercial 
a8 further increased unemployment, which was 
‘high before the crisis. The figure of unemployed 
“ding part-time workers) on December 1, 1981, 
teached a level of 5 millions out of approximately 21 
m employed persons. 


The crisis has also seriously affected German agricul- 
Which in 1925 employed about 30 per cent. of the 

"8 population of Germany. Having contracted debts 
Matt ates of interest when prices were high, it now 
dificult, if not impossible, to earn sufficient to 
interest on these debts, and measures of pro- 

nd of financial relief, amounting almost to a 
um, have been taken in order to prevent a general 


Tver since the inflation period the demand for capital 
. y in relation to the supply from domestic 
kept interest rates above those prevailing in 

ne During 1930, advances to manufac- 
a lass standing seldom cost less than 8 per 

es eat months the cost has been about 50 per 
eer t.¢., the rates have risen to about 12 per 
als burden naturally im a heavy strain on 


+ uustry, and is one of the causes of the present 
wae in industrial activity. : 
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7. The Budget. 

The decline of economic activity, the fall of 
sulting from the fall in prices, and the lower yield 
taxes on w due to increased unemploymen 
wage rates, have seriously reduced the yi i 
ing ths Goong exmey 11 toe Gee 
ing the growing army o unemp P a 
critical situation in the public finances " Germany. In 
the five years preceding the depression, the revenue and 
expenditure both of the Reich, the Federal States and the 
Communes showed a rapid increase. Owing to the system 
of taxation under which the latter received a proportion 
of the taxation collected by the Reich, the situation can 
best be shown by combining the budgets of all the 
authorities concerned. The figures are shown in the fol- 
lowing table, which also gives the total expenditure of all 
these authorities, including expenditure covered by 
receipts from State property, from loans and from other 
sources :— 


(In millions of Rm.) 

Taxes* raised Taxes raised 

and retained by States and 

_ ay uding the Expendi 
(i.e., excludi includi i- 

the tax tax transfers Expendi- ture of 

transfers to the from the ture of other 

States, &c.). Reich. Reich. Authorities, 


1926-27... 5,312 6,363 6,561 10,639 
1927-28 ... 6,357 7,189 7,154 11,647 
1928-29... 6,568 7,730 8,375 12,426 
1929-30... 6,686 7,593 7,987 12,836 
1930-31 ... 6,634 7,482 8,193 12,770 


* Including the contribution of the Railway Company. 


The expenditure of the Reich includes an item for 
reparations which rose from Rm. 1.3 milliards in the year 
1926-27 to Rm. 1.8 milliards in the year 1930-31, 1.e., 
about 124 per cent. of the total tax revenue of the Reich, 
the States and the Communes. 


The revenue receipts for 1930-31 fell considerably short 
of the original estimates. The position in 1931-32, in 
which the revenue was expected to equal that actually 
received in the preceding year, has rapidly deteriorated. 
Fresh estimates made in September, 1931, showed an 
estimated fall in the total receipts from taxes collected 
by the Reich (including amounts subsequently transferred) 
of not less than Rm. 1 milliard. It is further estimated 
that the yield of taxes collected by the Reich at the rates 
in force prior to the recent Decree will show a further fall 
next year of Rm. 1 milliard and amount to not more than 
Rm. 7} milliards as compared with receipts of 9} milliards 
in 1929-30. This fall of Rm. 2 milliards is after taking 
credit for a series of measures imposing taxation during 
the preceding two years, amounting to Rm. 1} milliards. 
Had the rates of taxation not been increased, therefore, 
the revenue would have fallen off in the last two years by 
some Rm. 34 milliards, or about 40 per cent. (It is esti- 
mated that the present Decree will raise the revenue to 
approximately the same level as in the present year, i.e., 
about Rm. 8 milliards.) 


Apart from the increase in taxation referred to above, 
attempts are being made to meet the falling off in revenue 
by sweeping reductions in expenditure. So far as the 
Reich is concerned, expenditure on all objects other than 
service of the debt, transfers to the Federal States, 
external war burdens, and emergency unemployment 
relief has been reduced between 1929 and 1932 from 
Rm. 4,780 millions to Rm. 8,720 millions, i.e., a reduction 
of Rm. 1,060 millions, or 22 per cent. 


Measures similar in character have been taken by the 
Federal States and by the Communes. The latter were 
empowered about a year ago to increase taxation and they 
were asked to reduce expenditure, and in any cases where 
these powers have not been exercised the competent higher 
authority may step in to see that the necessary measures 
are taken. Part of the economies effected have, however, 
been offset by the increased cost of unemployment relief 
due to the growth of unemployment in the last two years. 
It has been possible to effect considerable economies in 
this sphere by reducing the average monthly benefit paid 
to the unemployed, which, from a former av of 
Rm. 80.93, has fallen to Rm. 68.86 in 1931. iture 
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under the emergency relief system, which averaged 
Rm. 71 a month, has dropped to Rm. 60.75, while welfare 
relief payable by the Communes—varying according to the 
locality—may be estimated probably in the neighbourhood 
of Rm. 50 monthly. 

It is, however, an advantage from the purely budgetary 
point of view that the internal debt and the annual charge 
which it involves is comparatively very low as a result of 
the inflation prior to 1924 which wiped out the greater 
part of the previously existing debt. On the other hand, 
the German Government in the sketch estimate for 1932 
has included a considerable sum for the amortisation of its 
short-term debt incurred to meet the deficit of previous 
years. This provision has been made by Germany in view 
of the fact that the shortage of credit is such that the 
Government is practically unable at present to rely on 
borrowing in the money market in order to meet its 
maturing short-term obligations. 

In view of the measures taken in the four Decrees relat- 
ing to taxation and expenditure issued in the last two 
years, and in particular in that of December 8, 1931, the 
Committee is of opinion that the burden of taxation has 
become so high that there is no margin for a further 
increase. 


8. German Railway. 


The growing stagnation in German business activity has 
naturally been reflected in the gross receipts of the 
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German Railway Company, which fell oo 
cent. compared with 1929. Al cae by 14s 
of economy were taken to meet this logs of ) 


surplus of receipts over operating expenses 
Rm. 860 millions to Rm. 280, mil i 


millions — of the amount n 

tion liability. A further fall has tak : 
receipts of which are 28 per cent. bela ae - 
and it is estimated that the surplus of receipts over onan 
ing expenses will amount to only Rm. 178 million, 
these circumstances the railway in 1981 will not be 
even after drawing upon its reserves, to cover out of 
ings the liabilities incumbent upon it in respect of repar 
tion and debt charges, though the cash position is met 
the financial arrangements made between the Ger 
Government, the railway and the Bank for Internat 
Settlements in connection with the Hoover Plan. Iti 
impossible to estimate what will be the operating re 

of the year 19382. Nevertheless, the Sub-Committee, 
were asked to report upon the position of the G 
Railway Company, came to the conclusion that onee G 
many and the world at large had recovered their b 
and returned to something like the economic conditioy 
which we are accustomed to regard as normal, the ra 
way company, fundamentally a sound undertaking, wil 
be able in future years, if managed on a commercial basi 
to yield a net operating surplus comparable with thy 
earned by other big foreign railway systems. 


CHAPTER II. 


Circumstances and Conditions which have led to the Present Situation. 


The circumstances and conditions which have led to the 
situation we have been describing are partly international 
and partly peculiar to Germany. 


1. Course of the Crisis. 


Like all other countries, Germany has suffered from the 
consequences of the extreme fall of prices which is the 
characteristic trait of international economic life since the 
end of 1929. The fall of about 30 per cent. in wholesale 
prices in the world as a whole far exceeds in magnitude the 
fall in prices that has taken place in any period of depres- 
sion in the last 100 years. It is impossible to say if this fall 
is permanent or if it will be followed, after the acute de- 
pression has passed away, by a substantial rise. What is 
certain is that it has deeply affected all economic activity 
and that no effort to maintain prices—by whatever means 
it may have been attempted—has hitherto attained any 

ess. 


The sharp reduction of purchasing power of large masses 
of consumers has involved in the last two years the reduc- 
tion or complete disappearance of industrial profits, serious 
unemployment and an interrupted slump in Stock Ex- 
change securities. It has threatened, in consequence, the 
status of a large number of banks; this banking crisis, in 
its turn, has provoked a general lack of confidence and 
involved a withdrawal of foreign capital from countries 
which hitherto have had the use of it, and, in particular, 
from Central Europe. It has only been possible to main- 
tain the exchange value of the currencies of some of these 
countries on a nominal basis by a system of decrees regu- 
lating the exchange market and by the suspension of a 
part of their foreign payments. 


This situation has naturally aggravated the ‘‘ crise de 
confiance ’’ in the lending countries themselves. The 
abandonment of the gold standard by certain of them has 
created a fresh source of disturbance in international 
trading relations, and given rise to the universal tendency 
to hoard, which, if it were to continue, would bring to a 
standstill the whole system of credit. 


Finally, to this monetary crisis is now being added a 
tariff crisis, each country seeking to defend its diminished 
production against foreign imports by a fresh increase in 
import duties and other forms of trade restrictions, which, 
in turn, result in the still further shrinkage of inter- 
national trade. 


We cannot here attempt to examine all the underlying 
causes of this profound disturbance to the economic life¢ 
the world, but certain of its aspects are intimately linked 
with the problem with which we are directly concerned. 


Among these factors, the Banking Committee whieh 
met in Basle in August had called attention to the fae 
that ** in recent years the world has been endeavounng t 
pursue two contradictory policies, in permitting the de 
velopment of an international financial system which 
volves the annual payment of large sums by debtor tc 
creditor countries, while at the same time puting 
obstacles in the way of the free movement of goods, 
that the case of Germany provides a most forcible illusin 
tion of this dilemma. So long as the payments to be mat 
were offset by loans to the debtor country this dilemma a 
not arise, but as soon as such capital movements ces 
as happened in the autumn of 1929, it becomes ew 
that, in the long run, as the Dawes Committee clear: 
pointed out, these payments can only be made in the form 
of goods. The change from a period of excessive expanst 
of foreign lending by certain creditor countries, follo . 
an abrupt cessation of such lending, constitutes - 7 
chief points of contrast between the period 1924-2! 
1930-31, and has been one of the principal features 10 7 
credit situation of recent times. If barriers are impos® , 
the free movement of goods, the world cannot re “y 
adapt itself quickly to important changes in the — 
credit and trade. Attempts to maintain the intert ) 
balance of payments by means of larger — 
movement of gold has weakened the monetary "i 
of many countries. In fact, when the withdra on 
sums of capital took place the gold reserves of the co a) 
concerned proved quite inadequate to stand of fore 
This led in some countries to the strict seme | 
payments and in others to the suspension 
standard. 


2. Oapital and Commercial Debt of Germany: 


Germany's demand for capital to fill the gap ot 
war, the aftermath and the inflation, was ie h began 
a matter of fact, the influx of foreign capital, was esti- 
as soon as the mark was stabilised, and Rm. 18 
mated by the Bankers’ Committee to be a v rmillisrds 
milliards, has been partly offset by the Rm. 2. 
of reparation payments. 
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in any case, between 1925 and 1930 Germany has 
bs avery large amount of capital in both private and 
rises. She has, for example, reconstructed 
t fleet, she re modernised and eae 
industries, and her towns have carried throug: 
ober ind es for public purposes. The figures furn- 
ous by the German Delegation show for the period 
) the investment of a sum amounting to Rm. 82,845 
of which Rm. 22,428 millions represent invest- 
public authorities, for public utilities, housing 
than houses financed purely by private means), 
canals, etc. 
sums have, of course, been forthcoming partly 
ee ay’s own savings, which reached very high 
in the course of recent years. But the foreign hold- 
aso large a proportion of her capital wealth makes her 
jarly vulnerable to financial disturbance, particularly 
the extent that this capital is withdrawable at short 
‘2 Moreover, a substantial part of these short-term 
tg have proved to be immobilised in long-term invest- 
is. The withdrawal of these credits must, therefore, 
ten, not only the exchange, but also the liquidity of 
banks themselves. 


8. Growth of the German Budget. 


fuming to Germany’s budgetary situation, the rapid de- 
pment of Germany’s economic activity in recent years 
iwbeen paralleled by an increase of Government expendi- 
¢. The continued increase of expenditure from 1925 to 
1) has absorbed as fast as it came into being the growing 
uble capacity of Germany. In spite of a rapid increase 
wmal receipts, which increased between 1926-27 and 
1.30 from Rm. 14,719 to Rm. 18,054 millions, the in- 
sof expenses has been equally rapid. Indeed, they 
risen from Rm. 17,200 to Rm. 20,823 millions, and 
resulted in an increase of debt. Among the expendi- 
items, outgoings for buildings, education and social 
ayes (chiefly due to increasing unemployment) have 
inuously increased, and now represent 43 per cent. of 
total expenditure, and amount in 1929-30 to Rm. 8,897 


While expenditure thus increased, the debt grew in a 
ieting fashion. When stabilisation took place, infla- 
uhad reduced the public debt to a very small amount. 
the other hand, by 1931 this debt reached more than 
%4 milliards, of which Rm. 8.4 milliards were for 

t undertakings (water, gas, electricity, transport, 
for the building of houses and for various public 

ms (hospitals, sanatoria, etc.). In particular, from 
}to 1981—in three years—the debts of the States and 
ihunes increased from Rm. 7.5 to Rm. 12.7 milliards. 


When the crisis came, with the inevitable reduction of 
# incomes and budgetary receipts which it naturally 
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involved, the fact that expenditure had been so high meant 
that the deficit was correspondingly large 


This policy of growing expenditure, as also the 

of financial aiies which exist between the Reich, the 
States and the Communes, has often been the subject of 
criticism. The Reich levies taxation of which it retains 
part only, and of which a proportion fixed by law is auto- 
matically handed over to the States and Communes, which 
only cover their expenditure from their own resources to 
the extent of 75 per cent. Such a system means that the 
control of expenditure is divorced from the res ibility 
of raising the revenue to meet it, and although the system 
may have been moderated by recent ordinances of the 
Reich, we think that reform in this matter would have 
beneficial results. 


In ane this analysis of the circumstances and 
conditions which have given rise to the present budgetary 
position of Germany, the following observation should be 
made. 


Notwithstanding the exceptional character of the 
present crisis, there is no instance in economic history of 
a crisis, no matter how great, which was not followed by 
periods of stability or prosperity. Just as it would be 
wrong to forecast a country’s economic future on the basis 
of a period of prosperity, so it would be unjustifiable to 
judge its chances for the future on the basis of a period 
of depression. 


At the present time the budgets of all countries and of 
almost all privately or publicly owned railways show a 
deficit. In every country efforts are being made to restore 
the equilibrium of these budgets by cutting down expendi- 
ture and by adjusting receipts to changed conditions. To 
assume that in the present case equilibrium will not be 
regained would be a counsel of despair. 


What is true of the budgets and railways of other 
countries is obviously equally true of Germany. In past 
years Germany has built up an immense and powerful 
economic equipment, capable of yielding a great return. 
The restriction of markets and the fall of prices have pre- 
vented her from utilising this equipment to the full. The 
activity of her factories is now necessarily reduced, but, 
although it is impossible to fix a date for the recovery of 
stability, which is still threatened to-day, it is none the 
less certain that this stability will ultimately be restored 
with the help of the measures suggested in Chapter VI. 


In the course of our investigations we were able to 
ascertain from the figures submitted to us that, as regards 
both the railways and the budget, receipts are no less 
elastic in the case of Germany than elsewhere. 


On the other hand, it would be rash, both in the case of 
Germany and in the case of other countries, to presume to 
indicate the precise moment at which this exceptional and 
unfortunate period through which we are now passing will 
come to an end. 


CHAPTER III. 
Special Measures taken by Germany to Meet the Crisis. 


the course of its deliberations the Committee had the 

vttunity of receiving a synopsis of the special measures 

y the German Government by form of emergency 

a8 from July, 1930, in order to meet the increas- 
ulties of the situation. 

. primary object of the German Government was to 

® the stability of the currency and in general the 

ming of the German economy within the frame of 

economy. To this end they devoted all their 

b., ecuring the balance of the budget, not only in 

lich, but also in the States and Communes. Direct 

indi was augmented by two increases in the income 

ind by the imposition of further heavy duties on 

wt tobacco, while finally the turnover tax has lately 

sed from 0.85 per cent. to 2 per cent. Sweep- 

1, les have been effected in the expenditure of the 

we § series of cuts in the salaries of all public 


EY re sh f 
oti: 


servants, reducing them by over 20 per cent., has been 
made in the last 18 months, so that salaries will be now 
on a lower level than at the beginning of 1927. 


Similar measures have been taken with regard to the 
budgets of the Federal States and the Communes. The 
latter have been authorised and in certain cases compelled 
to levy new and additional taxation in the form of a poll 
tax, a local beer duty and a tax on beverages. The re- 
ductions in salaries apply also to officials employed by 
these bodies. 


Contributions under the unemployment insurance 
scheme have been raised to 64 per cent. of wages, while 
considerable reductions in the scope and scale of the 
benefits paid by the Insurance Institute have been made. 


A further main point in the programme of the Govern- 
ment was the reduction of prices and wages. Prices were 
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generally reduced by 10 per cent. Rents are being reduced 
to a similar percentage. Even the rates of interest on 
long-term obligations must be reduced by about 25 per 
cent. In the sphere of wages a general reduction to 
approximately the level prevailing at the beginning of 
1927 has to take place. 


The magnitude of the crisis forced the Government to 
emergency measures in the field of credit policy. Such 
measures have been taken for supporting a series of bank- 
ing institutions and for strengthening the position of the 
money market. A system of general control of the banks 
has been set up, with a Commissioner responsible to a 
Board, including representatives of the Reichsbank and of 
the competent Government authorities. New regulations 
have been made for the carrying on of the business of the 
savings banks and allied institutions, in particular limiting 
the extent to which they may finance the municipalities in 
future. For the time being they are not allowed to grant 
them new credits. The law governing public companies 
has been revised and the provisions regarding the responsi- 
bility of directors sharpened, while new regulations are 
made regarding the auditing of accounts. 


Transactions in foreign exchange have been centralised 
in the Reichsbank with a view to limiting the purposes 
for which foreign exchange may be acquired, and all pur- 
chases of foreign exchange require prior authorisation. All 
persons becoming possessed of foreign exchange, whether 


by exports or otherwise, are com iit rhe pS a 
mas to the Reichsbank. It is at lene Offer their . 
abroad the proceeds of sales of ities on to rem 
foreigners. Stringent provisions seek to limit ‘ieee 
capital. All the above-mentioned prescriptions a Hight 
by heavy penalties (fines and prison). Reps a 
foreign credits is regulated by the Standstill Agraac... 
or, if not covered by this agreement, under decree. : 
Finally, in order to prevent a widespread 

agricultural credit, measures amounting practical 
moratorium for agricultural debts have been taken, chi 
for the eastern parts of Germany. Farmers suffering -" 
special difficulties are allowed to appeal for protect: 
against foreclosure or distraint on condition that they ae 
on their business under the supervision of trustees. pen! 
ing approval of a scheme for relieving them of the i 
diate burden of their debts. Such schemes may ory; 
for reduction of interest rates and the diminution of § 
capital debt, in certain cases even without the cor 
of the creditors. 


The question how far the measures described above 
be successful cannot be answered at the present momen 
But the Committee consider that the steps taken { 
defend and to maintain the stability of the o 
and the budget show, in their opinion, a resolute desir 
on the part of the German Government to meet ¢ 
situation. 


: 
’ 


CHAPTER IV. 


Conclusions. 


It is evident from the facts outlined in the preceding 
chapters that Germany would be justified in declaring—in 
accordance with her rights under the Young Plan—that in 
spite of the steps she has taken to maintain the stability 
of her currency she will not be able in the year beginning 
in July next to transfer the conditional part of the 
annuity. 

The Committee, however, would not feel that it had 
fully accomplished its task and justified the confidence 
placed in it if it did not draw the attention of the Govern- 
ments to the unprecedented gravity of the crisis, the 
magnitude of which undoubtedly exceeds the “‘ relatively 
short depression ’’ envisaged in the Young Plan—to meet 


which the ‘*‘ measures of safeguard ’’ therein contained 
were designed. 


The Young Plan, with its rising series of annuities, con- 
templated a steady expansion in world trade, not merely 
in volume but in value, in which the annuities payable by 
Germany would become a factor of diminishing impor- 
tance. In fact, the opposite has been the case. Since the 
Young Plan came into effect, not only has the trade of 
the world shrunk in volume, but the very exceptional fall 
in gold prices that has occurred in the last two years has 
itself added greatly to the real burden, not only of German 
annuities, but of all payments fixed in gold. 


In the circumstances the German problem—which is 
largely responsible for the growing financial paralysis of 


the world—calls for concerted action which the Govern- 
ments alone can take. 


f, But the problem has assumed a world-wide range. We 
‘ean recall no previous parallel in time of peace to the 
dislocation that is taking place and may well involve a 
profound change in the economic relations of nations to 
one another. Action is most urgently needed in a much 

~wider field than that of Germany alone. 


The economic interdependence of the various countries 
of the world to-day needs no further proof; recent years 
have most strikingly illustrated it. 


Since July last, for example, it has been evident that, 
if the crisis by which Germany has been overwhelmed were 
not remedied, it would spread to the rest of Europe, 
destroy the credit system so painstakingly built up, and 
create profound repercussions in other parts of the world. 


The Committee appointed by the Bank for Internation 
Settlements, on the invitation of the London Conferen 
after describing this situation in its Report of August If 
1931, sounded a most emphatic note of warning, ug 
that if disasters were to be avoided before the period 
postponement of credits recommended by that Conferene 
expires on February 29, 1932, immediate steps must t 
taken by the Governments. 


But events did not wait. The year 1931 has not ye 
ended, and already the crisis has taken formidable dimen 
sions, shattering the exchanges of many countries ¢ 
after the other and accumulating difficulties which, if 
dealt with, will only prove forerunners of further cat 
trophes. Unemployment has increased; stock exchanges 
remain closed; economic activity continues with difficulty 
at a very low ebb in the face of restricted credit, nig 
control of the exchanges and paralysing restrictions | 
international trade. Slowly the effects of shrink 
economic activity are making themselves felt in ¢ 
country after another. 


This state of things is complicated by the reperct 
of economic affairs on the political situation and vice vér 
The economic decline which has taken place in 
two years, and the increasing distress which it has brougis 
in its train, have produced a general political nstaduly} 
from which an anxious world is suffering more and = 
Similarly, political considerations have often been alow 
to influence the treatment of economic problems by 
Governments, thus preventing the latter from viewlls 
these problems in their true light and from dealing 
them on their merits. 


When Governments come to examine the whole gm 
of questions allied to the subject of the present Lief 
they will have to take account of many ne ol 
to these complex problems—which can only 
conformity with economic realities. nae 

In this connection certain considerations e™ 
great importance. ig 

The first is that transfers from one country t0 si 
on a scale so large as to upset the balance of 
only accentuate the present chaos. ot 

Tt should also be borne in mind that the rele + 
debtor country from a burden of payments 





* - ; . 

aury 2, 1932.] 

may merely have the effect of transferring 

a a aiihos country which, in its character 
yr, it, in its turn, may be unable to bear. 


the adjustment of all inter-governmental debts 
‘ae and other war debts) to the existing troubled 
“of the world—and this adjustment should take 
delay if new disasters are to be avoided— 
lasting step capable of re-establishing con- 
ghich is the very condition of economic stability 


sithough the German Government is energeti- 
ing the stability of its currency, steps are 

to secure that these measures shall have a 
Governments during recent years have 

great efforts towards re-establishing the stability of 
og after the disasters of the war and post-war 
». The destruction of this work would mean an 
iy disquieting setback, which would be heavy with 


y? 


consequences. The maintenance of the stability of the 

currency, as of the currency of any debtor nation, 
may be placed in the greatest peril if the confidence of 
investors is lost. 


We appeal to the Governments on whom the responsi- 
bility for action rests to permit of no delay in coming to 
decisions which will bring an amelioration of this grave 
crisis which weighs so heavily on all alike. 


(Signed) ALBERTO BEenEpucE, Chairman. 
Dr. RupotF G. BINDSCHEDLER. 
H. Couisn. 

G. DiouritTcu. 

E. FRANcgQuvt. 
Water T. Layton. 
C. MELCHIOR. 

D. Nowara. 

CuHarRLeEs Rist. 

O. RypBEcK. 

Watttr W. Stewart. 


ANNEXES TO THE REPORT. 


ANNEX I. 
Application by German Government. 


The President, 
The Bank for International Settlements, 


Basle. 

President, 

the name of the German Government I have the honour to 

it to the Bank for International Settlements in Basle a 
um, in which the German Government applies for the 


ion of the Special Advisory Committee for which provision 
mie in the New Plan. 


lure the honour to remain, Mr President, 
Faithfully yours, 
(signed) H. DIETRICH. 
Berlin, W.8. 
November 19, 1931. 


Ministry of the Reich. 


MEMORANDUM. 


German Government hereby applies for the convocation by 
Buk for International Settlements in Basle of the Special 
ittee for which provision is made in the New Plan 

ue Agreement of January 20, 1930. In regard to the cause 


Mtpose of this application the German Government has the 
make the following statement :— 


arly as the beginning of June of this year the German Govern- 
. convinced that, in spite of the most severe retrench- 
ernment expenditure and repeated increases in the 
of taxation, it would be incapable of continuing the pay- 
the annuities under the New Plan. economic and 
utuation of Germany was at the time already most gravely 
The German Government had accordingly decided to 
Recessary conclusions from this situation. 


tecision was followed on June 21st by the declaration of the 
of the United States of America, proposing the postpone- 
daring one year of all payments on intergovernmental debts, 
and relief debts. The purpose of the far-sighted 
te taken was, in the words of the declaration, to assist 
.. teestablishment of confidence, thus forwarding political 
Pa yowage: stability in the world; the debtor countries 
thas ven time to recover their national prosperity. The 
cris proposal would bring about a decisive turn in the 
lover was not realised. In consequence of subsequent events, 
° holiday year was not in itself sufficient to overcome the 

Fa. sclapse. Accordingly, the British Government in Jul 
tive of summoning the London Conference. The 

tions of the Conference led to the prolongation of the 
credit accorded to the Reichsbank, the Basle Standstill 
Beas the Report of the Basle Committee of Experts set up 
_ ak for International Settlements. mS c, 


ie soe aero, ensares: wine for immediate reliel, thay 
¥ merely preparatory in character. nm Con- 
Ma itwlf “in its closing declaration stated that the measures 


recommended were only intended as a first step which would form a 
basis for more permanent action to follow. Accordingly, the 
experts who collaborated in the execution of the London recom- 
mendations constantly had in mind the provisional character of all 
these measures. The Standstill Agreement states, for example, that 
the contracting parties have approved the settlement therein pro- 
vided ‘‘ pending a more permanent solution of the German short- 
term indebtedness problem.”” Similarly the Report of the Basle 
Committee of Experts closes with an urgent appeal to the Govern- 
ments concerned to ‘‘ lose no time in taking the necessary measures 
for bringing about such conditions as will allow financial operations 


to bring to Germany—and thereby to the world—sorely needed 
assistance.” 


In the intervening months the economic and financial situation 
of Germany has become exceedingly critical. The characteristic 
facts of this situation are universally known. In other countries 
also the pressure of the crisis has had a most serious effect. The 
world has come to realise in an increasing measure the inter- 
relationship of the various financial problems to which the situa- 
tion has given rise, and the necessity for immediate action for their 
solution as a whole. In considering the most suitable method of 
handling this problem the view has gained ground that the Special 
Advisory Committee should now be convened. As the terms 
of the New Plan the convocation of the Special Advisory Com- 
mittee is dependent upon an application by the German Government, 
the German Government has determined to make this application, in 
order to do all in its power to pave the way for comprehensive and 
joint measures on the part of the Governments. 


In accordance with the New Plan the application requires a de- 
claration by the German Government to the effect that “ they have 
come to the conclusion in good faith that Germany’s exchange and 
economic life may be seriously endangered by the transfer in part or 
in full of the postponable portion of the annuities.” In making 
this declaration, the German Government must expressly state that 
such a declaration does not do justice to the present situation. Since 
the New Plan was framed, the economic and financial situation in 
the world, and particularly in Germany, has been fundamentally 
altered by a crisis without parallel. As the New Plan requires the 
Committee to examine the situation from all points of view, the 
Special Advisory Committee must investigate the problem in its 
entirety by taking into consideration all its factors, with i 
reference to the circumstance that the question of Germany’s private 
indebtedness must duly form the subject of a new settlement before 
the end of the month of February next, means of an agreement 
to be reached between foreign creditors and German debtors. 


Present conditions being such that the necessary measures require 
to be taken with the utmost dispatch, the German Government a 
poses that the — Advisory Committee should meet immediately 
and that it should complete its work as quickly as possible, in order 
that a Conference of those Governments which are competent to take 
the decisions then to be reached may thereupon at once be held. 


Berlin, November 19, 1931. 
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ANNEX IL. 
Report of the Sub-Committee on Statistics Regarding Interest and Amortisation of German Foreign Indebies 


The German Delegation at the plenary session of the Committee 
has presented estimates of interest on Germany’s foreign indebted- 
ness and of amortisation on funded debt. These estimates have 
evidently been computed with great care. The task assigned to 
this Sub-Committee was to examine these computations and to 
judgment upon the degree of their accuracy, or at least upon the 
extent to which they may be considered as representative. 


As a general statement it should be said that all such statistics 
are to be accepted only with due allowances for differences of 
opinion regarding classification, etc., for unavoidable duplication, 
for omissions, and for minor errors of compilation. 


These figures were compiled from the Rej 
this category which showed the greatest difference and 
estimates and the new computation of German indebtedness 
For the purpose of estimating the service 
See eee mee aS Percent per annum had beet , 
erman estimate for the group. The obligatio 
decree - 



































to the terms of the recent emergency 
has been accordingly reduced to 6 per cent, The abe rate of 
is thus lowered by 14 and fixed at 43 million reichamarks 


For the second group a rate of assumed 
rate was not directly affected by the cecguncy dean 
early to know what the ultimate effect may be. The Sub-C is 
has no means of checking these assum rates of rn 
seem reasonable in view of the prevailing level of interest 
Gomeey gue Oe past few om. The figure of Rm. 113 

iven in the n estimates i 

— __ accordingly been adopted by 



































The Committee was not in a position to check, in detail, the basic 
figures from which these computations were derived. The figures in 
awe are those presented by the German Delegation to the 

dvisory Committee showing a total German foreign indebtedness 
of between Rm. 28.5 and Rm. 30 milliards as at the end of July, 
1931. A large part of these statistics has been compiled as a result 
of an inquiry made by the Reichsbank. The results of this enumera- 
tion have been examined by the Sub-Committee with the idea of 
checking them as far as possible with comparable information in 
other countries. 









3. GERMAN INTERNAL BONDS OWNED BY FOREIGNERS. 


The magnitude of this amount—400 million reichsmarks—qag 
rived by a process of approximation, based upon a preyj 
known figure and a logical inference ing the influence of 
sequent events. There is no way of determining the accuracy 
the guess. In any case the amount is small and the i 
negligible. As a result of the recent decree the German 
interest burden may be reduced by 12 and fixed at % 
reichsmarks. 






In addition to the statistics compiled from the inquiry, some of 
the figures presented by the German Delegation have been based 
upon estimates which it is not possible to check with any degree 
of precision. In the case of some of these estimates, however, the 
Sub-Committee makes with all necessary reservations certain tenta- 
tive suggestions. 






















4. SHARES, PARTICIPATIONS, REAL ESTATE, 


ETC. 

No adequate statistics are available regarding foreign 
of these types of assets. It has been Setim by the 
Statistical Office that real estate owned by foreigners may be 
at approximately 2 milliard reichsmarks. Shares, partici 
etc., in German enterprise owned by foreigners have been estimate 
on the basis of a partial inquiry, at between 2.5 and 3.5 mi 
reichsmarks. 


The yield on real estate has been computed by the Reich Stat 
cal Office at 50 million reichsmarks per annum. 


The yield on shares, etc., previously estimated by the Stat 
Office for 1930 of 250 million reichsmarks should be ca 
reduced in view of the prevailing industrial depression, perhaps 
as low a figure as 100 million reichsmarks. 


A. Long-Term Debt. 


The long-term debt has been divided into four groups, which are 
treated separately. 





1. GERMAN FOREIGN CURRENCY BONDS ISSUED ABROAD. 


This group of obligations is probably capable of more exact statis- 
tical determination than any other, and without question the 
statistical basis for computation of interest and amortisation charges 
is more precise than in the other types of indebtedness. The German 
Delegation has tabulated the following three items for the year 
1932 :— 


(a) Annual interest payments provided in 
the indenture of the bond ............ Rm, 398-4 millions. 
(6) Annual amortisation charges as and if 
provided in the indenture of the bond Rm. 128-8 millions. 
(c) Total payments in each year for bonds 
maturing in that year not retired by 
means of regular amortisation pay- 
BREED cocciccccepenecegbevecepevsnnceococsese Rm. 110 millions. 
In addition the service for interest and 
amortisation of the so-called Dawes and 
Young Loans is shown separately from the 
above-mentioned items for other public and 
PURVRES RABREE - cneccsecevessonciodececcccsccectecceces Rm. 181-2 millions. 


These computations were made for each issue in accordance with 
the amount outstanding at the end of December, 1930, with allow- 
ances for amounts retired. The total interest and amortisation 


charges as thus computed for the year 1932 amount to 818 million 
reichsmarks. 























B. Short-Term Debt. 


The estimates for the service of the short-term debte are p 
the most difficult on which to pass judgment. 


The calculations of interest (Rm. 709 to Rm. 825 millions) p 
sented to the Advisory Committee were based upon the figures fi 
German indebtedness for the end of July. ese figures 
capable of reduction. Since July repayments have taken place 
sum of Rm. 1.2 milliards has been given by the German Delegat 
and, moreover, there has been a depreciation in certain i 
which a portion of the debt is expressed. Final figures 
amounts repaid during the period in question are not yet aval 
and the rates of interest which will be chargeable in futare 
to a large extent, dependent upon the decisions of the present 
still Committee. 


With the material at our disposal and leaving out of account 
possible variations in the future rates of interest, the a oe 
consider that a reduction in the total interest of about 
lions to Rm. 600-Rm. 725 millions seems reasonable. 


Summarising, therefore, the results of the Sub-Commi 
deliberations = agp and taking ae full account -i 
ations previous e, the gross servi 
Ser the eet 1932 could be tentatively estimated as follows 


A. Long-term debt :— 
(1) Foreign currency bonds :— 


This estimate is a maximum figure. The following factors would 
tend to reduce it :— 


(a) Lower market prices of the bonds permit purchases for 
amortisation at a smaller outlay than that computed. 





(6) Depreciated currencies permit similar reductions in reichs- 
mark interest and amortisation charges on bonds ex- 
pressed in such currencies. 


(c) Previous purchases by resrfents of Germany of German 
foreign currency bonds reduce the amounts to be paid 







outside Germany. (a) Amortisation* ......... 250—290 
aide : . (b) Interest .......++++0++00 420—530 @70—820 

‘ It is oan on estimate _ qoute one. - these various —— 108 
actors, but the Committee considers that the total figure is suscep- , issued publicly .....- 
tible of a maximum reduction of approximately Rm. 150 millions. ° ne oe Se oes ae P ead oe qoeet 24 
In this way interest charges would amount to between Rm. 420 and (4) Shares icipations, real estate, &.....-- ws 
530 millions, and amortisation to between 250 and 290 millions. — aka aialall 600— 

B. Short-term debt ........ atecconet ‘Laas 







2. LONG-TERM DEBTS NOT ISSUED PUBLICLY. 
This second category of long-term debts is sub-divided into two 
groups :— 


(a) Mortgages on real estate, amounting to 715 million 
reichsmarks. 


(b) Long-term advances and open-book accounts of every kind, 
amounting to 1,748 million reichsmarks. 


does not 
Thi rt concerns only German payments and 

Qumen melee from interest, etc., on their investments 
which will be the subject of a later report. 


* Including an amount of 110 millions reichamarks for 
in full of two loans maturing in 1932. 
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ANNEX IL 
Report of the Sub-Committee Regarding German Assets Abroad. 


y and I. 
0 pr 

! rt of the Sub-Committee related to interest 
™ the first a on the German debt, the present Report 
the foreign investments of Germany and the income 
a derives from them. For these vee no direct 
grist, and, owing to the absolute impossibility of deter- 
’ ‘the volume of German assets abroad, the Sub- 
+. otk itself obliged to formulate the n ry reserva- 
ig regard to the accuracy of the estimates contained in the 


ittee, nevertheless, attempted, in the first instance, 

1s direct estimate of the volume of these assets, but en- 
table obstacles in the almost complete absence 

om which to work. It was compelled to r ise that 
 saments are entirely beyond the bounds of its investigations, 
st, generally speaking, the figures on which its discussions 
ied allow of a wide margin of error. 


in 


II. 


Sub-Committee, therefore, endeavoured to reach some result 

ing as a starting point the increase of Rm. 6 milliards in the 

Germany’s international indebtedness over the estimates 

in August, 1931, and have tried to determine to what 

ssimilar figure must appear in the volume of Germany’s 
op assets. 


III. 


iy new figure of the German debt need not necessarily imply a 
ing increase in German assets abroad. 

are, indeed, certain conjectures that offer a theoretical ex- 

in of the present difference between the balance of indebted- 
ad the result of the various balances of payments of the 
years. But it is evidently impossible to state in figures, 
proximately, the practical consequences of these conjectures. 
| Previous estimates of Germany’s net claim on foreign countries 
have been computed from a base figure of Rm. 2.9 milliards 
as at the end of 1923. Assuming that in that year Ger- 
many’s foreign debt was in fact greater, this alone would 
_ an explanation for a portion of the present 


the Rei 
be 
} 
) 


erhaps Amoming that the statistics of the balance of payments for 
1924 to 1930 contain only errors insignificant in amount, but 
tending in the same direction, a further portion of the 
difference could also be explained in this way. Obviously, 
minor errors continuing over a period of years would amount 
in the aggregate to a substantial total. 


Such statistics are always subject to error; for instance, 
the coefficients of adjustment applied by the Statistische 
Reichsamt to German foreign trade figures for the years 
1924-1927 may not have been quite correct. 


Farther the ery oy emigration of Germans, who had 
already invested their capital abroad during the years under 
consideration, may create a difference between capital ex- 
ports as deduced from the balance of payments and the 
present total of foreign property. 


‘Aw far as the difference of Rm. 6 milliards cannot be explained 
mentioned items, the conclusion seems, of course, that 

y's foreign property must be greater than was assumed in 
i, 1931. Sub-Committee was not, however, in a position 
e the total amount which should be included nie this 


IV 


™ Sub-Committee has, nevertheless, attempted to obtain at 
@ ides of the magnitude of some part of Germany’s foreign 


) Mo far as Germany's long-term investments are concerned, a 
otal for this item of Rm. 5 milliards has been tentatively 
suggested. This total, the result of calculations and in- 
q@uries by German institutions, may be incomplete. No 


means exist, indeed, for assessing the full amount of foreign 
bonds in the hands of German nationals. 

Such bonds and shares as are included in the German total 
have been taken at their nominal value. For real estate, 
participations and so forth, the value of 1929 has been taken 
owing to the lack of later information. 


(2) The short-term claims of Germany are even more difficult to 
assess. The lengthy terms which Germany has extended in 
respect of her exports has resulted in the building up of 
considerable claims abroad. On the basis of an a 
monthly exportation of Rm. 800 millions‘and average t 
terms of three months, these credits might be estimated to 
amount to about Rm. 2.4 milliards. Sub-Committee 
would, nevertheless, point out that, in view of the fact that 
the German exporters have been led lately to increase the 
length of their credits, an average of three months might 
possibly be too low. For instance, the Russian credits with 

tate guarantee extend up to 12 to 18 months on the 
average. 

(3) At the end of July foreign claims by the Reichsbank and Ger- 
man banks were computed at Rm. 1.3 milliards. By 
November this total had fallen to 1 milliard. A deduction 
has, however, to be made from these totals because part of 
the foreign claims of German banks is already included in 
the estimate for commodity credits. It has been stated that 
this deduction should amount to Rm. 300 millions, thus 
reducing the figures to Rm. 1 milliard and 0.7 milliard 
respectively. 

For the above three items, therefore, aggregate nominal amounts 
of Rm. 8.4 milliards (July) and Rm. 8.1 milliards (November) are 
obtained; but the Sub-Committee is convinced that, due to the 
important capital emigration which has taken place recently, these 
totals must be considerably increased. In the absence of evidence 
of any kind, it is unable to give an estimate, 


It is, accordingly, not possible to provide an estimate for the total 
property owned by Germany abroad. 

The Sub-Committee was also asked to inquire into the amount of 
interest which Germany might expect to receive during the year 
1932. Clearly, this second problem is closely connected with the 
first and the Sub-Committee has found it impossible to provide a 
satisfactory solution. 


(1) If an amount of Rm. 5 milliards is taken for long-term assets 
at an average rate of 3-4 per cent., the yield from such 
ae would amount to from Rm. 150-Rm. 200 
millions. 


(2) For commodity credits no specific income from interest can be 
estimated ; interest on capital of this kind being generally 
included in the price of the commodities and so in the 
balance of trade. Russian credits, however, are an excep- 
tion to this rule, and the Sub-Committee has accordingly 
included an item of about Rm. 50 millions. 


(3) For the yar claims of the Reichsbank and private banks 
Rm. 30 millions have been taken as a reasonable figure for 
interest. 


These items together give interest receipts totalling 
Rm. 230-Rm. 280 millions. 


For the calculation of interest on other German capital, so far as 
this not included under the above headings, the Sub-Committee, 
as already explained, has no computation of the capital involved on 
which to base its estimates. Nor is information available as to the 
rate of interest on this capital or to what extent that interest finds 
its way to Germany. 

The conclusion was finally reached that for 1982 German interest 
receipts on foreign investments might be put in round figures at 
between Rm. 300-Rm. 400 millions. 


Obviously, the Sub-Committee is not expected to express an 
opinion as to future economic conditions or to say what the rates of 
interest are likely to be in 1932. Conclusions which have been drawn 
take account of present conditions only, and should be accepted with 
reserve in view of the prevailing economic instability. 


ANNEX IV. 
Report of the Sub-Committee on the German Budget. 


ttee was appointed to consider, with the assistance 
German ye a the situation of the German Budget. The 
= devoting its attention primarily to the present 
t, has not failed to consider the broad lines of the 
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difficulties of the German Reich. 
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TOTAL EXPENDITURE OF PUBLIC AUTHORITIES IN GERMANY. 


In dealing with the development of the total expenditure of 
German public authorities, the Sub-Committee was unable to take its 
inquiries up to the year 1931, since exact figures are not yet available 
for the expenditure of the Communes in 1931. The Sub-Committee 
noted that the total gross expenditure of German public bodies in- 
creased between the financial years 1926 and 1930 from approximately 
Rm. 17,200 millions to approximately Rm. 20,963 mi » an in- 
crease of Rm. 3,763 millions. This increase was not spread equally 
over the intervening years, but was particularly sharp in the year 
1928. Toe ee ee Oo te ee Oe ee eee 
servants by the law regarding ies of 1927, the German 
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experts estimated led to a total annual increase of Rm. 1,500 mil- 
lions. It was pointed out that, since 1925, there had been a steady 
increase in the level of wages in Germany from the low point at 
which they stood after the inflation. No corres ating nee of 
salaries had taken place, and, therefore, in 1927 the G v- 
ernment felt itself obliged to adjust salaries to wages, with the result 
that, generally speaking, the lower classes of officials had their real 
income restored to approximately the 1913 level, while the higher 
classes (with certain exceptions) remained well below that level. 
Now, however, as a result of recent emergency decrees, the increase 
of salaries made in 1927 has been more than cancelled, and salaries 
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will now be on a lower level than they were before the increase. 


The remaining principal causes of the increase of Rm. 3,700 mil- 
lions are to be found under the heads of ‘‘ Education,’’ ‘‘ Social 
Welfare,” ‘‘ External War Burdens ”’ and ‘‘ Trade and Commerce.”’ 
The increase in expenditure on ‘‘ Education ”’ is principally—though 
not entirely—due to the higher level of salaries; that in ‘* Social 
Welfare ’’ to expenditure on unemployment relief, while the increase 
in expenditure on ‘‘ Trade and Commerce ’’ represents the assistance 
which the German Government has found itself forced to give to 
agriculture, communications and industry. These items must neces- 
sarily be enhanced by the development of the crisis, and will show a 
further increase in the current year. 


No explanation is needed of the increase in external war burdens. 


Thus, the following items account, roughly, for the total increase 
of Rm. 3,700 millions :— 

Rm. 
Increased expenditure on salaries since 1927 ..._ 1,500 millions. 
Increased expenditure on unemployment 1,000 

Increased expenditure on external war burdens 500 
Miscellaneous 700 


The Sub-Committee wishes to draw attention to the fact that of 
this increase of expenditure of Rm. 3,700 millions, an amount of 
Rm. 1,600 millions is for account of the Reich and Rm. 2,100 millions 
for account of the States and Communes 


In connection with the revenue side of the Budget, the 8ub-Com 
mittee observes that, during the years 1026-27—1928-29, years of 
industrial and commercial prosperity, the fiscal revenues developed 
from Rm. 11,675 to Rm. 14.296 millions, showing a total increase of 
about Rm. 2,600 millions 


This development ous the period of expansion was followed by 
a drop since 1979 30. which would have been almost as rapid except 
for the fact that tax increases almost equalling previous reductions 
were on several occasions introduced 
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THE RELATION BETWREN RE'CHM AND Lit al AUTHORITIES 


(a) Annual interest payments provided in 
the indenture of the bond 
(6) Annual amortisation charges as and if 
provided in the indenture of the bond 
(c) Total payments in each year for bonds 
maturing in that year not retired by 


means of regular amortisation pay- 
ments .. 


Rm. 398-4 millions. 


Rm. 128-8 millions. 


eu papaeensbenkh easaaweeneasecsees Rm. 110 millions. 

In addition the service for interest and 

amortisation of the so-called Dawes and 

Young Loans is shown separately from the 

above-mentioned items for other public and 

private issues Rm. 181-2 millions. 
These computations were made for each issue in accordance with 

the amount outstanding at the end of December, 1930, with allow- 

ances for amounts retired. The total interest and amortisation 

charges as thus computed for the year 1932 amount to 818 million 

reichsmarks. 
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This estimate is a maximum figure. The following factors would 
tend to reduce it :— 


(2) Lower market pr.ces of the bonds permit purchases for 
amortisation at a smaller outlay than that computed. 


(6) Depreciated currencies permit similar reductions in reichs- 
mark interest and amortisation charges on bonds ex- 
pressed in such currencies. 


(c) Previous purchases by restdents of Germany of German 
foreign currency bonds reduce the amounts to be paid 
outside Germany. 


It is difficult to estimate the possible effect of these various 
factors, but the Committee considers that the total figure is suscep- 
tible of a maximum reduction of approximately Rm. 150 millions. 
In this way interest charges would amount to between Rm. 420 and 
530 millions, and amortisation to between 250 and 290 millions. 


2. LONG-TERM DEBTS NOT ISSUED PUBLICLY. 


This second category of long-term debts is sub-divided into two 
groups :— 
(a) Mortgages on real estate, amounting to 715 million 
reichsmarks. 


(6) Long-term advances and open-book accounts of every kind, 
amounting to 1,748 million reichsmarks. 
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proportion is stated to have been generall ~ hrc 20 the 
appears that the ane liability of public ies in 
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hood of Rm. 2,000 millions. Out of the total of hon 
erected in the calendar year 1930, 240,000 have been erected 
some sort of assistance from public funds. 






DEVELOPMENT OF PUBLIC DEBT. 


- cotnasinn, Ge Dame member of the p 

supplied the owing table showing the development 

aoe years of the total debt of all public cieuee 
ich :-— 










(000, 000's omutted.) 











Total at Reich 
51.53.1028 7,190.7 1,603:2 6.7747 
313.1020 6228-5 8622014) = | 
31.3.1090 6,629 6 2,000.2 0.008 7 ' r 
31.35.1031 113a22 060 heh 0 OO8 ee 

The increase in the public debt has been less marked ie 
since 1926. (Ne! imerease in the three years iim 
and Rim 2.6 mitheardsa.) The credit requirements ac 
1 : Sinn esecee « i Te eatiefad and ‘ 

Aue ylceid ON shares atc., pre’ siy estimaved Dy the Statistic 

Office for 1930 of 250 million reichsmarks should be considera 


reduced in view of the prevailing industrial depression, perhaps 
| as low a figure as 100 million reichsmarks. 







B. Short-Term Debt. 


The estimates for the service of the short-term debts are perh 
the most difficult on which to pass judgment. 

















The calculations of interest (Rm. 709 to Rm. 825 millions) pt 
sented to the Advisory Commiliee were Laseu pou lie dgud 
German indebtedness for the end of July. These figures 
capable of reduction. Since July repayments have taken plac 
sum of Rm. 1.2 milliards has been given by the German D 
and, moreover, there has been a depreciation in certain currencies 
which a portion of the debt is expressed. Final figures of 
amounts repaid during the period in question are not 
and the rates of interest which will be chargeable in futare 
to a large extent, dependent upon the decisions of the present 
still Committee. 


With the material at our disposal and leaving out of account 
possible variations in the future rates of interest, the Sub-C = 
consider that a reduction in the total interest of about Rm. 
lions to Rm. 600-Rm. 725 millions seems reasonable. 


Summarising, therefore, the results of the Sub-Ce 
deliberations = this subject, and taking into full account all 
vations previously made, the f German foreign 

















































service 0 
for the year 1932 could be tentatively estimated as follows :— 

A. Long-term debt :— 
(1) Foreign currency bonds :— 











(a) Amortisation® ......... 250—290 
(b) Interest ....... pachenonens 
. : 156 
(2) Long-term debts not issued publicly .....- 
(3) German internal bonds ..........++++s+++++++"" = 
(4) Shares, participations, real estate, &c.....-- "00 
B. Short-term debt ........ - esesnicmanamenacnnteevees tii 
This report concerns only German payments and does not o2 
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German receipts from interest, etc., on their in 
which will be the subject of a later report. 


° Including an amount of 110 millions reichemarks for 
in full of two loans maturing in 1932. 
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millions in 1929, is estimated to produce only 
at, and only Rm. 120 millions in 1932, 
of nearly 80 per cent. Although the German . 
to a series of emergency measures to increase 
ye been entirely unable to produce sufficient revenue 
expenditure, which has, herefore, had to un 
So far as the Reich is concerned, expenditure 
than service of the debt, transfers to the Federal 
War burdens and emergency relief has been reduced 
t» 1981 from Rm. 4,780 millions to Rm. 4,150 millions, i.e., 
of 13 per cent. Measures similar in character have been 
Federal States and by the Communes. The latter have 
eporered make reductions, and in any cases where this 
not taken advantage of, the competent higher 
oo in to see that the necessary measures are en. 
economies effected have, however, been offset by the 
of unemployment relief due to the growth of unem- 
= the last two years. It has been possible to effect con- 
ies in this sphere by reducing the average monthly 
to the unemployed, which, from a former average of 
hss fallen to Rm. 63.86 in 1931. Expenditure under the 
relief system, which averaged Rm. 71 a month, has 
Rm. 60.75, while welfare relief payable by the Com- 
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reduced in 1932 because the recipients of war ns were fewer in 
numbers and because, under recent decrees, rates of payments 


OF en retncad. Expenditure on personnel wee reduted 40 63 siieut 
of the new emergency decree. iscellaneous expenditure main- 
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emergency decrees, and it was doubtful whether hope would be 
realised even though the fall in prices would give some assistance. 
As regards social charges, the German member of the Sub-Com- 


mittee referred to the explanations he had already given to the main 
Committee as to the da of reducing the amounts paid for unem- 
ployment and poor relief, and showed that it was incumbent upon 
the Reich to provide those municipalities which were particularly 
hard hit by the present crisis with some assistance towards meeting 
their obligations in this He doubted whether the figure 
shown in the sketch budget for 1932 would, in fact, be sufficient in 
view of the continuance of the crisis. 


The Sub-Committee devoted special attention to the item for the 
—_ debt. As had been explained in the main Committee, the 

gure of Rm. 1,420 millions for 1932 contains eqprenestey 
Rm. 870 millions, which will go in the reduction of de Rm. 420 
millions of this represents the legal sinking fund. A further Rm. 350 
millions represents the amount necessary to cover the deficit remain- 
ing from 1930, which had risen solely on the ordinary Budget, and 
















ng according to the locality—may be estimated prob- 
See aboarhood of Rm. 50. 

inion of the Sub-Committee the above figures show very 
ihe rathless economy which the falling off in revenue has com- 
the German Government to exercise in all classes of its 










feb-Committee thereafter turned to an examination of the 
jedgets for the years 1931 and 1932 which had been circulated 
German Delegation and explained by Count Schwerin von 
to the main Committee. The Sub- ittee analysed the 
qatained in these sketch budgets in some detail. 


first, the sketch budget for 1932 as it has been framed by 
Delegation. and which, at the request of the experts, 
@atain any item of expenditure which is or might be the 
t of reparations, the Sub Committee noted that 
measure introduced by the emergency decree of Decem. 
@ the revenue side was an increase in the turnover tax 
per cent. to 2 per cent. Le, an increase of over 190 per 
yield of the tax had. however, been increased only by 
The German Finance Ministry had thus allowed for a 
the theoretically increased yield of 14 per cent Since, 
‘ fecen! or y decree also contemplates « al 
i the price level of 10 per cent., the theoretical 
Sy tot be mach more than 5 per cent 


SA Pneemition then turned to an examination of the esti 
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Sialsioilll ference, 
Qj Asuming that the statistics of the balance of payments for 


_ 1924 to 1930 contain only errors insignificant in amount, but 
tending in the same Reaction, a further portion of the 
difference could also be explained in this way. Obviously, 
minor errors continuing over a period of years would amount 
in the aggregate to a substantial total. 


Such statistics are always subject to error; for instance, 
the coefficients of adjustment applied by the Statistische 
Reichsamt to German foreign trade figures for the years 
iw24-i927 may not have beeu Guile correct, 


Further, the enbenanant emigration of Germans, who had 
already invested their capital abroad during the years under 
consideration, may create a difference between capital ex- 
ports as deduced from the balance of payments and the 
present total of foreign property. 
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in accordance, not only with the Fundamental Budget 
many, but also in accordance with all principles of sound public 
finance, should be covered without delay. The remaining Rm. 100 
millions is in respect of Treasury bonds maturing in 1932. 
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sideration was fully appreciated by the German member of the Sub- 
Committee, he poin 
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no recourse save to call upon the amounts included for the reduction 
of debt, i.e., to incur a further deficit. 
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(1) If an amount of Km. 5 milliards is taken for long-term assets 
at an average rate of 3-4 per cent., the yield from such 
investments would amount to from Rm. 150-Rm. 200 
millions. 


(2) For commodity credits no specific income from interest can be 
estimated ; interest on capital of this kind being generally 
included in the price of the commodities and so in the 
balance of trade. Russian credits, however, are an <P 
tion to this rule, and the Sub-Committee has accordingly 
included an item of about Rm. 50 millions 

(3) For the foreign claims of the Reichsbank and private banks 
Rm. 30 millions have been taken as a reasonable figure for 
interest. 


These items together give interest receipts totalling 
Rm. 230-Rm. 280 millions. 


For the calculation of interest on other German capital, so far as 
this not included under the above headings, the ub-Committee, 
as already explained, has no computation of the capital involved on 
which to base its estimates. Nor is information available as to the 
rate of interest on this capital or to what extent that interest finds 
its way to Germany. 


The conclusion was finally reached that for 1932 German interest 
receipts on foreign investments might be put in round figures at 
between Rm. 300-Rm. 400 millions. 


Obviously, the Sub-Committee is not e to express an 
opinion as to future economic conditions or to say what the rates of 
interest are likely to be in 1932. Conclusions which have been drawn 
take account of present conditions only, and should be accepted witb 
reserve in view of the prevailing economic instability. 


TOTAL EXPENDITURE OF PUBLIC AUTHORITIES IN GERMANY. 


In dealing with the develo t of the total expenditure of 
German public authorities, the Sub-Committee was unable to take its 
inquiries up to the year 1931, since exact figures are not yet available 
for the expenditure of the unes in 1931. The Sub-Committee 
noted that the total gross expenditure of public bodies in- 

ween the financial years 1926 and 1930 from approximately 
Rm. 17,200 millions to approximately Rm. 20,963 millions » an in- 
crease of Rm. 3,763 millions. This increase was not spread equally 
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experts estimated led to a total annual increase of Rm. 1,500 mil- 
lions. It was pointed out that, since 1925, there had been a steady 
increase in the level of wages in Germany from the low point at 
which they stood after the inflation. No corresponding increase of 
salaries had taken place, and, therefore, in 1927 the German Gov- 
ernment felt itself obliged to adjust salaries to wages, with the result 
that, generally speaking, the lower classes of officials had their real 
income restored to approximately the 1913 level, while the higher 
classes (with certain exceptions) remained well below that level. 
Now, however, as a result of recent ee decrees, the increase 
of salaries made in 1927 has been more than cancelled, and salaries 
will now be on a lower level than they were before the increase. 


The remaining principal causes of the increase of Rm. 3,700 mil- 
lions are to be found under the heads of ‘‘ Education,’’ “ Social 
Welfare,” ‘‘ External War Burdens ”’ and “‘ Trade and Commerce.’ 
The increase in expenditure on ‘‘ Education ”’ is principally—though 
not entirely—due to the higher level of salaries; that in “‘ Social 
Welfare ”’ to expenditure on unemployment relief, while the increase 
in expenditure on ‘‘ Trade and Commerce ’’ represents the assistance 
which the German Government has found itself forced to give to 
agriculture, communications and industry. These items must neces- 
sarily be enhanced by the development of the crisis, and will show a 
further increase in the current year. 


No explanation is needed of the increase in external war burdens. 


Thus, the following items account, roughly, for the total increase 
of Rm. 3,700 millions :— 
Rm. 
Increased expenditure on salaries since 1927 ... 1,500 millions. 
Increased expenditure on unemployment 1,000 


Increased expenditure on external war burdens 


"500, 
700s, 


The Sub-Committee wishes to draw attention to the fact that of 
this increase of expenditure of Rm. 3,700 millions, an amount of 
Rm. 1,600 millions is for account of the Reich and Rm. 2,100 millions 
for account of the States and Communes. 


In connection with the revenue side of the Budget, the Sub-Com- 
mittee observes that, during the years 1926-27—1928-29, years of 
industrial and commercial prosperity, the fiscal revenues developed 
from Rm. 11,675 to Rm. 14,298 millions, showing a total increase of 
about Rm. 2,600 millions. 


This development during the period of expansion was followed by 
a drop since 1929-30, which would have been almost as rapid except 
for the fact that tax increases almost equalling previous reductions 
were on several occasions introduced. 


THE RELATION BETWEEN REICH AND LOCAL AUTHORITIES. 


The Sub-Committee, nevertheless, felt that some part at least of 
the increase in the total expenditure of public authorities in Ger- 
many had arisen from the fact that the financial relations between 
the Reich, the Federal States and the Communes permitted the 
latter in particular to embark upon additional activities which were 
paid for out of the share of taxes levied by the Reich but trans- 
ferred on a percentage basis to the States and Communes. As the 
yield of these taxes rose in times of prosperity, money flowed into 
the coffers of the Communes, and part of their present difficulty is 
due to the fact that their receipts from these sources have now 
fallen off, while their expenditure cannot be easily or quickly re- 
duced to correspond. The amount of taxes transferred by the Reich 
in this way to other public authorities rose from Rm. 2,620 millions 
in 1926 to a maximum of Rm. 3,412 millions in 1928, and subse- 
quently declined to Rm, 3,050 millions in 1930 and to Rm. 2,321 
millions in 1931. This has forced the Communes to radical measures 
of economy, but even these have not proved wholly sufficient, and 
some recourse to the funds of the Central Government has been 
necessary during 1931. An improvement has, however, been 
effected by the recent emergency decrees of the German Government, 
under which the municipalities have the power, and, in certain cir- 
cumstances, the obligation, to levy additional taxes for themselves. 
These include a poll tax, a local beer tax, and a tax on beverages, 
the unpopularity of which acts as a powerful further stimulant upon 
the municipal authorities to effect economies in their Budgets. 


EDUCATION. 


As regards expenditure on education, which rose from Rm. 2,167 
millions (net) in 1926-27 to Rm. 2,733 millions (net) in 1930-31, the 
Sub-Committee took note of the fact that the increase was principal 
due to the increase in the level of salaries of school teachers, etc. It 
was, nevertheless, pointed out that expenditure per head on educa- 
tion was considerably above the level of certain countries in Western 
Europe, although practically equivalent to that in other countries. 


The Sub-Committee was, however, informed that expenditure on 
education in Germany will show a considerable decrease in the cur- 
rent year as a result of the lowering of salaries and other measures 
taken by the German authorities. 


HOUSING. 


As regards expenditure on housing, which rose from Rm. 861 mil- 

lions (net) in 1926-27 to Rm. 918 millions (net) in 1930-31, the Sub- 

Committee received an explanation of the system by which funds 

for housing are provided in Germany from public monies. The 

principal source is the tax on house rents, which was created in 1924 

after the inflation, during which house property had retained the 
ter part of its value while investments expressed in money had 
largely rendered worthless. 


This tax was devoted partly to the general financial needs of the 
Federal States and the Communes, and partly to filling up the exist- 
ing housing a Since different arrangements were made in 
the various States for carrying out this scheme, no brief statement 
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can be made of the allocation of the tax on ho. 
roughly speaking, 50 per cent. was devoted to housing Tents, 
The authorities responsible were in most cases the Parposes, 
have frequently acted through public utili 
they themselves may be the owners. 
ranted out of funds arising from the house rents eee are 
or the total sum required to carry out “Pra ; 
That is to say, the funds provided by the owner of 
himself and supplemented by a mo: from a i 
completed by a mortgage granted from the proceeds 
rents tax. Strict provisions are laid down as to i 
which may be built with such funds, and as to 
charge on the site until the mortgage is paid off, netentiog 
The documents circulated by the German Delegation on “ (ee 
Housing during the Post-War Period ” gives in ae 
the extent of building activity, the method of fina : 
amount of public funds involved in such financing s 
mittee noted that the greater part of the : 
has been raised by taxation. certain amount of the money 7 
on housing has, however, been raised by loans, and the 
referred to showed that this amounts to approximately 25 
of the amount spent by public authorities in the year 1998. 
proportion is stated to have been generally appli 80 thet 
appears that the outstanding liability of public foie’ 
housing may, for the years 1926-27 to 1930-31, be in the neigh. 
hood of Rm. 2,000 millions. Out of the total of 306,009" 
erected in the calendar year 1930, 240,000 have been erected 
some sort of assistance from public funds. 


compa 


ee, 


DEVELOPMENT OF PUBLIC DEBT. 


In this connection, the German member of the Sub-Ce 
supplied the following table showing the development in the 
oe years of the total debt of all public authorities ig 

eich :— 

(000,000’s omitted.) 


Federal Communes 
States and Associa-Total 
including _ tions of r 
Hansa towns. Communes. 
1,693-2 5,774°7 
2,201-4 7,729°3 18150. 
9,629 -6 2,590 -2 9,098:7 21,318. 
31.3.1931 11,342-2 2,802-5 9,934-2 


The increase in the public debt has been less marked in each 
since 1928. (Net increase in the three years :—Rm. 3.6, Rm 
and Rm. 2.8 milliards.) The credit requirements accumulated af 
the currency stabilisation were gradually satisfied and certain 
with high capital requirements devolving upon the public i 
(e.g., construction of dwelling houses) were to some extent ac 
plished. On the other hand, the ever-growing tension on thee 
market since the end of 1929 prevented an expansion of the debt. 


Of the total increase of Rm. 9.48 milliards in the years 19% 
1931, more than Rm. 2 milliards were in respect of claims in 
debt register for war damages and Polish indemnities and of Repa 
tion loans of the Reich (% of Young Loan), which entailed a bu 
for interest and amortisation but brought no new 
could be employed. 


Total at 
31.3.1928 


Reich. 


7,130-7 


14,598 
8,228 -5 


Rm. 
On March 31, i. 
accordingly 24-1 milliards. 
Including the following items :— 
Old debts and debts incurred or autho- 
rised prior to April 1, 1924 
thus leaving a new debt of approximately .. 
Including the following items :— _ 
Dawes and Young Loans, claims in the 
Debt Register in virtue of the Final 
War Law and the decree on 
damage incurred in Poland, &c. ...... 
Supply of water, gas and electricity and 
t: rt undertakings 
Construction of dwelling-houses 
Construction of roads and waterways... 
Productive unemployment relief, con- 
struction of hospitals, sanatora, 
&c. ” 


The Sub-Committee notes that out of the total increase a 
the amount of Rm. 9.48 milliards, Rm. 4.16 —_ ae 
tracted by the municipalities from the end of 1928 down 

of March, 1931. 


1931, the debt total was 


THE BUDGETS FOR 1931 AND 1932. 


Apart from discussing the points mentioned ahem : 
mittee saw little advantage in inquiring at ont as 
details of the German Budget prior to the year + . 
these details fully anal in the mepeste of the 
Reparation Payments which are familiar to the w 
estimates appearing in the German Budget -_ 
to the crisis and a to the measures ae 
ernment, under quite different conditions. T 
the German Delegation show that the effect 
quickly showed itself in the revenue rece! 
and t falling off in revenue became 
nounced until, a a time, it has 
portions. This is well indicated b the fact 
assessed income tax, which in 1929 amoun 
will fall in the current year to below Rm. 1 
it can only be estimated at Rm. 700 | 
of over 50 per cent. since 1929. Similarly, 





ry 2, 1982] 


illions in 1929, is estimated to produce only 

eile in 83, and only Rm. 120 millions in 1932, 
‘ag of nearly 80 per cent. Although the German Gov- 
resorted to & series of emergency measures to increase 
ps have been entirely unable to roduce sufficient revenue 
they diture, which has, therefore, had to undergo 
: So far as the Reich is concerned, expenditure 
‘ther than service of the debt, transfers to the Federal 
War burdens and emergency relief has been reduced 
Rm. 4,780 millions to Rm. 4,150 millions, i.e., 
; nt. Heosunee a in — eee a 
ederal States and by the Communes. e latter have 
the F to make reductions, and in any cases where this 
not been taken advantage of, the competent higher 
bs ‘1 to see that the necessary measures are en. 
the economies effected have, however, been offset by the 
cost of unemployment relief due to the growth of unem- 
in the last two years. It has been possible to effect con- 
economies in this sphere by reducing the average monthly 
‘4 to the unemployed, which, from a former average of 
has fallen to Rm. 63.86 in 1931. Expenditure under the 
relief system, which averaged Rm. 71 a month, has 
Rm. 60.75, while welfare relief payable by the Com- 
ing according to the locality—may be estimated prob- 

the neighbourh of Rm. 50. 

de opinion of the Sub-Committee the above figures show very 
the rathless economy which the falling off in revenue has com- 
J the German Government to exercise in all classes of its 


Sub-Committee thereafter turned to an examination of the 

for the years 193] and 1932 which had been circulated 

German Delegation and explained by Count Schwerin von 

t to the main Committee. The Sub-Committee analysed the 
gotained in these sketch budgets in some detail. 


ing, first, the sketch budget for 1932 as it has been framed by 

fuman Delegation, and which, at the uest of the experts, 

wi contain any item of expenditure which is or might be the 

payment of reparations, the Sub-Committee noted that 

measure introduced by the emergency decree of Decem- 

beh on the revenue side was an increase in the turnover tax 

4% per cent. to 2 per cent., i.e., an increase of over 130 per 

The yield of the tax had, however, been increased only by 

ye cent. The German Finance Ministry had thus allowed for a 

of in the theoretically increased yield of 14 per cent. Since, 

, the recent yr decree also contemplates a general 

in in the price level of 10 per cent., the theoretical reduction 
md may not be much more than 54 per cent. 


fub-Committee then turned to an examination of the esti- 
of revenue for the fiscal year 1932. 


fall reserve of the difficulty of giving exact estimates in 
conditions, the German member of the Sub-Committee pre- 
dcrtain figures which proved that, against an increase of 
taxes (mainly the increased turnover tax), others showed a 
in yield which was about equal to the estimated increases. 


Sub-Committee felt unable, with the knowledge at their dis- 
bo criticise the estimates prepared by the German taxation 

Nevertheless, they formed the opinion that the figures 
them could not be considered as showing the situation in an 
} pessimistic light. As far as some sources of revenue are 


seems to be even serious reason to fear that the 
figure will not be reached. 


imning to the estimates of expenditure, the German member of 


i 


mmittee explained that internal war charges would be 
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reduced in 1932 because the recipients of war pensions were fewer in 
numbers and because, under recent decrees, the rates of payments 
had been reduced. Expenditure on was reduced as an effect 
of the new emer, decree. iscellaneous expenditure main- 
tained the reduction effected for the present year under recent 
emergency decrees, and it was doubtful whether this hope would be 
realised even though the fall in prices would give some assistance. 
As regards social charges, the German member of the Sub-Com- 
mittee referred to the explanations he had already given to the main 
Committee as to the o— of reducing the amounts paid for unem- 
ployment and poor relief, and showed that it was incumbent upon 
the Reich to provide those municipalities which were i 
hard hit by the present crisis with some assistance towards meeting 
their obligations in this res He doubted whether the figure 
shown in the sketch budget for 1932 would, in fact, be sufficient in 
view of the continuance of the crisis. 


The Sub-Committee devoted special attention to the item for the 
— debt. As had been explained in the main Committee, the 

gure of Rm, 1,420 millions for 1932 contains appeueantey 
Rm. 870 millions, which will go in the reduction of debt. Rm. 420 
millions of this represents the legal sinking fund. A further Rm. 350 
millions represents the amount necessary to cover the deficit remain- 
ing from 1930, which had risen solely on the ordinary Budget, and 
in accordance, not only with the Fundamental Budget Law of Ger- 
many, but also in accordance with all principles of sound public 
finance, should be covered without delay. The remaining Rm. 100 
millions is in respect of Treasury bonds maturing in 1932. 


It was pointed out to the Sub-Committee that the repayment of 
this amount of debt during a year of severe crisis represented a ve 
heavy burden on the German Budget. Should these fi be ful- 
filled, approximately one-half of the floating debt would be repaid 
and one-eleventh of the total debt of the Reich. While this con- 
sideration was fully appreciated by the German member of the Sub- 
Committee, he pointed out that the situation of Germany was that 
the Budget had exhausted its last resource; should the estimates 
of taxation prove optimistic or should expenditure have to be in- 
curred in excess of that shown, the German Government would have 
no recourse save to call upon the amounts included for the reduction 
of debt, i.e., to incur a further deficit. 


Without expressing a definite opinion as to the figure included in 
the sketch budget for 1932 for redemption of floating debt, which 
figure, amounting to Rm. 870 millions, as compared with the total 
debt of the Reich, seems very considerable, the Sub-Committee could 
not but feel, having regard to the alarming increase of the total 
public debt of Germany shown in the figures given above, that it is 
vital for the German Government to pursue the firmest policy of debt 
reduction in order that the burden of debt may not become insup- 

rtable, and they consider that the German Government would not 
be justified unless it included in the Budget a substantial provision 
for this purpose. 


The Sub-Committee has rt felt it its duty to offer an opinion as 
to the probability or otherwise of the estimates laid before them with 
all reserve on behalf of the German Delegation. They consider that 
the course of the German Budget during the last two years has 
shown how the pro ive deterioration in the economic life of 
Germany has led in due course to a falling off in revenue, which has 
in time me catastrophic. The Sub-Committee has no opinion as 
to the probability or otherwise of an early reversal of the present 
downward movement in business activity, not only in Germany, but 
in the whole world. They wish to do no more than point out that, 
unless this movement is reversed, there can be no hope of a recovery 
in the Budget situation, and that, even if a speedy reversal should 
take place, it must be some time before the Budget will benefit 
therefrom and return once more to a sound basis. 


ANNEX V. 
Report of the Sub-Committee on the Reichsbahn. 


Sub-Committee has examined the position of the German 
pany, as shown by the information furnished by the 


, ion. During the years 1925 to 1930 the operating 


aad payments of the Reichsbahn were as follows : 
(In Millions of Reichsmarks.) 
1925. 1926. 1927. 1928. 1929. 1930. 


4,669 4,540 5,039 5,159 5,353 4,570 
Oeeeereessesenccess 8,974 3,680 4,158 4,204 4,493 4,000 


85-1 81-0 82-5 83-2 83-9 89-5 


shove comparison shows that, after payments had been met, 
Teeipts in each of the years from 1925 to 1929 left 


Well in excess of the reparation tax of Rm. 660 millions. 


‘mount of the surplus was Rm. 833 millions. During 
Rupee receipts rose progressivly from Rm. 4,669 
5,353 millions, representing an average of Rm. 171 

per cent. per annum. 
1930 the world economic crisis found expression in a marked 
, and in receipts, which fell 5.5 per cent. in the case 
wom traffic and 18 per cent. in the case of goods traffic, the 
oy being Rm, 783 millions, or 14.6 per cent. Operating 
« orptas curtailed and were reduced by 
surplas of receipts over payments never- 


vie 
pi] 


theless fell by Rm. 480 millions, being thus Rm. 180 millions short 
of the sum required to cover the reparation tax. 


In 1931 the economic crisis has become still more intense and 
receipts are mesen to fall to Rm. 3,860 millions, being a further 
diminution of Rm. 710 millions, or 15.8 per cent. By comparison 
with 1929, therefore, the decline in receipts in 1931 will probably 
aggregate Rm. 14 milliards, or 28 per cent. In view of this marked 
drop in traffic, the Reichsbahn has naturally had to reduce expendi- 
ture in every possible way. Its representatives have explai that 
the economies realised in 1931 are estimated at 18 per cent. of the 
expenditure total. Ling: relate both to the programme of works 
and new orders and to the expenditure on personnel. The staff has 
been reduced by 30,000 in 1931 as compared with 1930. To-day it 
numbers 6 per cent. less than before the war and 42 per cent. less 
oe Re 1919, when the personnel total was, it is true, unduly 
in a! o 


In short, operating receipts in 1931 are estimated at Rm. 3,860 
millions and payments at Rm. 3,682 millions, leaving a surplus of 
receipts over payments in the amount of Rm. 178 ns. 


The reparation ents of the com have been influenced as 
a by the santies into force of the. cover Plan on July ist 
t. 


The company paid the annual tax during the first half of the year, 
making Rm. 330 millions. Since then, the Hoover Plan, while con- 
sideratly easing the cash position of the Reichsbahn, has not released 
it from its reparation In lication of the Plan, the 
Reich pays Rm. 51 millions to the for International Settle- 
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ments on the 15th of each month. On the came date the Bash gage 
a sum of approxfmately Rm. 45 millions to the Reichsbahn. In 
exchange, the Reichsbah n has to hand over certificates of indebted- 
ness by which it undertakes to repay the loan in ten equal annuities, 
as from July 1, 1933. The company does not retain the counter- 
value of the Rm. 45 millions, but refunds them immediately, 
without counterpart, to the Reich. 


For the recording of these transactions, the company — 
its operating account the monthly instalment of Rm. 45 ions 
lus a payment of Rm. 70 millions for the year, or Rm. 35 millions 
or the second half of 1931, which sum is paid to the Reich as a 
contribution to reparation payments. In 1931 the company will 
debit its operating account in respect of reparation charges with a 
total of Rm. 330 + 270 + 35 = 635 millions. 


On the other hand, the company benefits by the amount of the 
B.1.8. loans which strengthen its cash position and will amount to 
Rm. 270 millions in 1931 and a corresponding total for the first 
half of 1932. Allowing for the company’s contribution of Rm. 635 
millions to reparation payments in 1931, it would appear that the 
surplus of operating receipts over operating payments in the 
amount of Rm. 178 millions will leave a deficiency of Rm. 456 
millions. Allowing further for the preference share dividend, the 
service of new debts and the writing off of the concession, the 
deficiency is brought up to Rm. 567 millions. In order to cover this 
deficit, it will be necessary to draw upon the whole of the legal 
reserve (Rm. 450 millions) and upon the dividend reserve (Rm. 76 
millions), after which an uncovered balance of Rm. 42 millions will 
still remain. 

For 1932 the company expects a further drop of Rm. 310 millions 
in receipts, which are estimated at only Rm. 3,550 millions. As the 
Government of the Reich is at present endeavouring to obtain a 

eneral lowering of prices, in conformity with the Emergency 

ree of December 8th last, the company desired to support the 
initiative thus taken by deciding to reduce s tariffs by some 
Rm. 300 millions per annum, or 13 per cent. The reductions apply 
in part as from December 16, 1931. It must be observed that the 
measure in question is a very daring venture, the object of which is 
to help bring about a general economic revival. A reduction of 
transport tariffs in this way is quite exceptional under present 
circumstances, when the railways of many countries are demanding 
the increases in rates which are required in order to balance their 
budgets. 


On the other hand, the Reichsbahn anticipates that cuts in wages 
and in the price of materials will entail a reduction in its expendi- 
ture, which is put at Rm. 200 millions for the personnel alone. In 
the aggregate, the company estimates its operating expenditure for 
1932 at Rm. 3,298 millions. The surplus sbcossiote over payments 
would then be Rm. 252 millions. Allowing during the first half 
year only for the reparation contribution amounting, as explained 
above, to Rm. 305 millions, there remains a deficiency of Rm. 53 
millions without provision for any reparation payment in the second 
half of 1932. It must also be noted that the Rm. 270 millions are 
returned to the Company by the B.I.S. in the form of a loan repay- 
able in ten years. 


In order to reply to a question asked in committee, we give below 
a comparison of the working co-efficients obtained during the last 
few years and in 1913 by the Reichsbahn and some other railway ad- 
ministrations. These co-efficients represent, of course, the precent- 
age of receipts which is devoted to operating payments, the surplus 
being available as cover for capital charges. 


WORKING CO-EFFICIENTS 


1913. 1929. 
72-1 83-9 
72-0 86-5 
96-0 87-2 . 
65-0 78-7 . 
Great Britain 63-5 78-4 80- 
This table shows that the working co-efficients of the Reichs- 
bahn and of the other railways have varied from year to year under 
very comparable conditions. 


London: Printed for the 
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According to the position as worked 
the total financial commitments, capital and 
Railway Company amount to Rm. 2.5 milli 
Among the principal items in this total are 
issued for the present to an amount of Rm. 
Young Loan at present totalling Rm. 288.5 
included the whole of the loan of Rm. 540 
Company by the B.1.8., to which reference 


CONCLUSIONS. 


After examining the figures furnished by the German 
which have been summarised above, the Sub-Commit ; 
the following conclusions :— See Nee has » 


The results obtained by the Reichsbahn classified 
three heads, according t the periods to vie 
ears 1925 to 1929, the years 1930 and 1931, and the no ae 
gures for 1925 to 1929 show that during this period the 
average excess of o ae receipts over payments 
Rm. 833 millions, thus enabling the Reichibehn to 
tribution of Rm. 660 millions for which it is liable, & 
It might be argued that, from the standpoi Rai 
these years were not entirely normal, since Cilio a and 
ments were not carried beyond a certain limit precisely wi 
view to enabling the Reichsbahn to make its contribution, 
it should be noted in this connection that i 
excess of the contribution, and further that the working « 
thanks to which the earnings were obtained, varied during the 
in question between 81 and 85 per cent., a figure 
that of the principal railway systems during the same period. 


In 1930, under the influence of the world economic crisis, reg 
a by 13 per cent. The operating surplus fell to Rm. 
millions. To meet its reparation and other annual ch 
Company was obliged to draw upon the balance 
from the previous account. In that year the working eo 
rose to 89.5 per cent., and a similar increase is to be noted i 
co-efficients of other countries. 


In 1931 the economic crisis became still more acute. The 
of receipts in two years amounts to Rm. 1.5 milliards, or 8 
cent. o meet its “ey the Company is compelled to h 
course to its reserves. It must be pointed out that these ¢ 
include the reparation payments, which, in conformity with 
Hoover Plan and the London Protocol, are in fact returned 
Company in the form of loans repayable in ten years as from 


It appears that in 1931—after allowing for the decline of rec 
and payments which is likely to arise from the general crisis 
the measures recently enacted in Germany for the loweri 
tariffs and expenditure—it will not be possible to balance 
Company’s budget. 


What will the position of the Reichsbahn be in 1932 and in 
quent years? The question was not submitted to the C 
which would in any case have been unable to find the 
Obviously, the financial results will depend upon the devek 
of the economic crisis, its duration and intensity, and also up¢ 
measures which the Company elects to adopt in respect of tariffs 
expenditure. In Germany, as in other countries, experience 
shown how sensitive the budgets of the railways are to cha 
the general economic situation, the marked recovery in & 
1925 being a characteristic example. 


Nevertheless, the figures cited above, together with the i 
ascertained and the comparisons made by the experts, 
to us to suggest that, once Germany and the world at large 
recovered their balance and returned to something like the 
conditions which we are accustomed to regard as normal, th 
bahn (fundamentally a sound undertaking) will be able int 
years if managed on a commercial basis to yield a net 
surplus comparable with that earned by other big foreign rm 
systems. 
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